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I priced very similarly to AT&T’s cable modem service. Clearly, cable modem service is 

2 likely to continue to attract customers from dial-up service in large numbers as customers 

3 become increasingly aware of the small price differential behveen them. 

I TABLE 5 
Cobf~~mo~ OF RESIDENTIAL DIAL-UP AND BROADBAW 

Line 2” Line Dial-Up Cable Modem ADSL provided 
provided by Provided by byAADS 
Ameritech AT&T 

4 

5 HI. THE PROJECT PRONTO UNBUNDLING AND COLLOCATION 

6 REQUIREMENTS UNDERMINE ANY RATIONAL ECONOMIC BASIS FOR 

7 AMERITECH ILLINOIS TO DEPLOY A NEW BROADBAND DATA 

8 INFRASTRUCTURE 

9 Q. Dr. Aron, are you aware that SBC and Ameritech Illinois announced that they have 
IO 
II 
12 

13 A. 

cancelled deployment of Project Pronto DSL facilities in Illinois as a result of the 
Commission’s Order requiring Project Pronto DSL unbundling/NGDLC line card 
collocation, at least until the outcome of this rehearing is determined? 

Yes 
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In light of all the consumer benefits of ADSL service that you have discussed, and 
the pent-up demand for it in Illinois, why would SBC make such a decision? 

As an economist, I believe there are at least hvo rational reasons that any company in 

SBC’s position would decide not to make the Pronto DSL investment in Illinois in light 

of the Commission’s Order. Briefly, and as I will explain more fully below, the two 

reasons are that few firms would want to make risky investments in a situation where they 

are deprived of the control and deployment of those assets. The second reason is that that 

the unbundling requirements impose additional costs on SBC that could have a material 

impact on the ability of DSL carriers to compete successfully with cable modems, and 

which ultimately might not be recoverable at all. 

Please explain the first reason. 

Under the Commission’s Order, Ameritech Illinois would be required to unbundle its 

next generation digital loop carrier (“NGDLC”) line cards and ATM-based transport 

capacity (namely, its permanent virtual paths, “PVPs”), among other pieces of its Pronto 

DSL architecture, and provide those elements to competitors. To understand the effect of 

these requirements, it is important to understand the reason that CLECs want unbundled 

access to these elements. And for this it is helpful to first recall that independent of the 

Commission’s Order, Ameritech Illinois has agreed (and is required by the FCC’s Project 

Pronto Order’? to offer a wholesale Broadband Service at TELRIC-based rates as part of 

its planned deployment of Pronto DSL facilities. That means that CLECs would be able 

to purchase wholesale ADSL from Ameritech Illinois, which they could then sell to their 

customers. Moreover, Ameritech Illinois’ wholesale Broadband Services offering would 

eliminate the need for CLECs to collocate DSLAMs or other DSL equipment. The CLEC 

Second Memorandum Opinion and Order, in CC Docket No. 98.14 I, Amertitech Corp. and SBC 
Communications, Inc.. and ASD File No. 99.49, For Consent to Transfer Control of Corporations Holding 
Commission Licenses and Lines Pursunnr to Sections 214 and 3 IO (d) of the Communications Act and 
Parts 5. 22, 23, 25, 63, 90. 95 and 101 ofthe Commission ‘s Rules. FCC 00-336 (2000) (hereinafter 
“Project Pronto Order”), 



I would have the opportunity to purchase the service on a line-by-line basis, at prices based 

2 on the forward looking, long run incremental cost of providing the service. In light of 

3 this offering, one might wonder why CLECs would want direct access to the “Project 

4 Pronto UNEs” and the remote terminal DSL equipment - i.e., the Alcatel Litespan 2000 

5 or 2012 NGDLCs and its component parts. My understanding ofthe Commission’s 

6 Order is that CLECs want access to this equipment because they want to be able to 

7 provide services that are dl@erent from the ADSL services that SBC contemplated when 

8 it designed, evaluated, and decided to build the Project Pronto system.” 

9 

IO 

I1 

I2 

Q. 
A. 

What might such services be? 

There are many different types of DSL technology Table 6 presents a sample of these 

technologies and briefly summarizes their characteristics. Some of these are very high 

bandwidth services. 
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Q. 

A. 

Is not it good for consumers to have more choice of services? 

It might or it might not be, depending on the additional cost caused by the additional 

variety. It is well understood in economics that there is often a tradeoff between the 

efficiency gains from producing fewer products or services, and the benefits of producing 

a greater variety of services, at the cost of some loss of efficiency in the production of 

each.52 But even if additional variety were desirable, the problem is that mandating its 

provision by depriving a firm of control of the use of its assets can rationally and 

reasonably sway the firm against making the investment to begin with. The latter 

outcome would not benefit consumers; on the contrary, consumers would be harmed. 
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Order in ICC Docket No. 00-0393, March 14.2001, p. 20. 
See, for example, Carlton, Dennis W. and Jeffrey M. Perloff, Modern Industrial Orgonizotion , Scott, 
ForesmaniLitile, 1990. 
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I 

2 Q. Why would depriving a firm of control of its assets influence it against making the 
3 asset-building investments? 

4 A. Control is fimdamental to the notion of ownership. From an economic perspective, what 

5 uniquely identifies ownership relative to other forms of contractual relationships is 



I control of the use (or non-use) of the asset. As Oliver Wendell Holmes explained in 

2 1881, 

3 But what are the rights of ownership? They are substantially the same as 
4 those incident to possession. Within the limits prescribed by policy, the 
5 owner is allowed to exercise his natural powers over the subject-matter 
6 oninterfered with, and is mote or less protected in excluding other people 
7 from such interference. The owner is allowed to exclude all, and is 
8 accountable to no one. The possessor is allowed to exclude all but one, 
9 and is accountable to no one but him.s3 
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18 

Modem economists take a similar view. For example, respected economists Oliver Hart 

and John Moore, in their work on the nature of property rights, explain that: 

. ..the sole right possessed by the owner ofan asset is his ability to exclude 
others from the use of that asset. That is, the owner of a machine can 
decide who can and who cannot work on that machine, the owner of a 
building can decide who can and who cannot enter the building, the owner 
of an insurance company’s client list can decide who has and who does not 
have access to the list, and so forth.54 

If a firm is deprived of control, it is deprived of the essence of ownership. 

19 Q, How does ownership and control affect investment? 

20 A. Economists recognize that most aspects of ownership can be mimicked by an appropriate 

21 contract. For example, rather than owning a home, I could engage in a rental arrangement 

22 by which a second party owns the property and I agree to certain financial and other 

23 obligations in exchange for the use of the home. In some ways this is very much like 

24 ownership from the resident’s perspective-for example, the resident has the benefit of 

25 the use of the house and the ability to enter and exit at will on a day to day basis. 

26 However, from an economic perspective, one difference between owning and renting is 

27 that the owner has the ultimate right to determine the disposition of the home in situations 

28 that were not contemplated by the rental contract. For example, suppose that the resident 
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14 
Holmes, O.W., Jr., The Common Law, Little, Brown, and Company, 1881, p. 246. 
Hart, Oliver and John Moore, “Property Rights and the Nature of the Firm, ” Journal ofpolificai Economy, 
1990, d98,~0.6,p. 1121. 
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I marries and would like to put an addition on the house. Obviously, the owner, not the 

2 renter, has control over that decision. The two might negotiate an agreement under which 

3 the owner does construct an addition, in exchange for some increase in rent perhaps, but 

4 the terms of that agreement are ultimately under the control of the owner, who has the 

5 right to refuse. 

6 It is possible that the owner and renter anticipated this eventuality and contracted 

7 in advance about what would happen if the renter got married and wanted an addition 

a But while this particular eventuality might have been anticipated, there is an infinite 

9 variety of others that could happen as well. It is impossible for every possible eventuality 

IO to be specified in a contract. Since no contract can possibly be “complete” in the sense of 

I1 contemplating every possible eventuality, the economic perspective is that ownership 

12 constitutes the default rule governing who controls the asset in non-contracted 

I3 eventualities. Again, it is control that defines and differentiates ownership from other 

14 forms of economic relationships. 

15 The economic importance of ownership rights, then, is precisely the following. 

16 Economists recognize that ownership rights over an asset affect and determine the 

17 incentives to invest in the asset to begin with.55 As Seventh Circuit Judge and renowned 

ia scholar of law and economics, Richard Posner, put it: 

19 It is highly desirable from an economic standpoint that valuable resources 
20 should be made subject to a right of exclusive use, control, and benefit in 
2, someone. Without such a right, incentives to invest in the production of 
22 valuable goods will be suboptional - for example, the owner of farmland 
23 will have no assurance that he will be able to reap where he has sown.j6 

24 Or as Nobel laureate Douglass North and co-author Robert Paul Thomas said succinctly: 

Sanford J. Grossman and Oliver D. Hart, “The Costs and Benefits of Ownership: A theory of Vertical and 
Lateral Integration,” Journal ofPolitical Economy, 1986, Vol. 94, No. 4, pp. 691-719; see also Milgrom, 
Paul and John Roberts, Economics, Organirafion and Mwmgemenf , Prentice Hall, Englewood Cliffs, 1992, 
Chapter 9. 

56 Posner, Richard A., “Savigny, Holmes, and the Law and Economics of Posse ssion,” Virginia Law Review, 
86 Va. L. Rev. 535, April 2000, p. IO. 
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Economic growth will occur if property rights make it worthwhile to undertake 
socially productive activity.” 

3 In the example of the house, the renter has little incentive to make investments in 

4 the property because the renter cannot control the disposition of the property and 

5 therefore will not generally reap the benefits of such investments. When one party is 

6 deprived of control of an asset, it will generally underinvest in the asset, by which I mean 

I invest less than is socially optimal. Depriving Ameritech Illinois of the control of its 

8 DSL assets by regulatory fiat would, correspondingly, lead Ameritech Illinois to 

9 underinvest in those assets. In this case in Illinois, the underinvestment has taken the 

IO form of cessation of the new DSL investment entirely. 
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Q. 

A. 

Please give an example of the problems that could arise if Ameritech Illinois were to 
deploy Project Pronto DSL assets and yet be deprived of the control of these assets 
as the Illinois Commission has ordered. 

Consider one scenario that is enabled by the Commission’s requirement that PVPs be 

unbundled, essentially depriving Ameritech Illinois of control of the use of its NGDLC 

investment. One reason that a CLEC might want to purchase an unbundled PVP is to 

offer very high bandwidth service to a few customers using a variation of xDSL 

technology identified in Table 6. Providing such a service might be extremely lucrative 

for a CLEC because these “bandwidth hogging” services are typically marketed to large 

businesses. As Mr. Keown explains, however, if a CLEC purchases an unbundled PVP, 

it deprives Ameritech Illinois of an entire channel bank, which could provide ADSL 

service up to 224 residential or small business customers5* and constitutes folly 113 of its 

total DSL capacity at that remote terminal. While Ameritech Illinois might recover its 

“forward looking” cost of the PVP, it loses the ability to !Xill its business plan, which 

57 

58 

North, Douglass C. and Robert Paul Thomas, The Rise ofthe Western World: A New Economic Hisfory , 
CambridgeUniversity Press, 1973, p. 8. 

A channel bank has 224 ports, some fraction of which are typically needed for administration and testing. 
See Ameritech Illinois, Exhibit _ ( Keown) 
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8 

9 

IO 

11 

12 Q. Are there any other reasons that CLECs might purchase PVPs? 

13 A. Yes. Even a CLEC wanting to offer ADSL, and not an alternative service, might have 

14 strategic reasons for buying a PVP rather than buying Ameritech Illinois’ wholesale 

15 Broadband Service. A CLEC could preempt a competitor from establishing a presence in 

16 an area by buying up the available capacity via PVPs. While this would presumably be a 

17 costly strategy, it might be worthwhile to a carrier who wants a fust mover advantage in 

18 an area. Indeed, a carrier could foreclose all other DSL competitors from the Project 

19 Pronto architecture in an area by purchasing the three DSL PVPs serving an RT, and yet 

20 serve few customers. When a single “UNE” constitutes such a large part of the available 

21 capacity at a particular location, it suggests that strategic manipulation might be 

22 encouraged. 

was to provide ADSL service to mass market customers, and its investors are forced by 

regulators to make investments in assets that would be used to implement technologies 

that they did not intend to risk their money in. 

Moreover, this same CLEC or another CLEC could purchase a second PVP and a 

third, co-opting most or all of the capacity of the Pronto DSL architecture for uses other 

than that originally intended by those who put their money at risk. From SBC’s 

perspective, it faces the possibility ofbeing precluded entirely from offering its intended 

service, ADSL, while other carriers divert SBC’s investment to other uses. SBC may or 

may not have the same confidence in those other uses as does the CLEC co-opting the 

capacity, and would be rational in not wanting the use of its investment to be at the whim 

of others. 
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But if Ameritech Illinois were not forced to unbundle its NGDLC line cards and/or 
PVPs, would that not deprive consumers of the variety of broadband services that 
would otherwise be forthcoming? 

No. CLECs can offer other varieties of DSL by installing their own DSLAMs and using 

unbundled copper loops or subloop elements. To the extent that Project Pronto uses the 

legacy nehvork (the copper subloops and wire center locations for example), those legacy 

network components are available to CLECs via unbundling. 

Please explain the second reason that a rational tirm might not deploy Project 
Pronto under the circumstances in Illinois. 

The unbundling requirements of the Commission’s Order would impose additional costs 

on Ameritech Illinois that would disadvantage DSL relative to its closest competitor, 

cable modem service, and all other competitive platforms, and which may not be 

recoverable at all. 

What sorts of costs would be imposed by the Commission’s unbundling/line card 
collocation requirements? 

There are at least three kinds of costs that would issue from these requirements. Mr. 

Keown provides a study that quantifies these costs.” The first kind of cost derives from 

the fact that the unbundling requirements would result in inefficient use of the capacity of 

the system architechue. In particular, unbundling the ADLU cards to CLECs will result 

in less efficient use of the NGDLC line card slot capacity. To see why, suppose that there 

are 10 customers in a given service area interface (“SAY) that are purchasing DSL 

service. If these 10 customers were served by five different CLECS, two customers each, 

using the wholesale Broadband Service offering, they could be provisioned using three 

ADLU line cards in three slots. The fast two cards, with four ports each, would be fully 

utilized, and the third would be half utilized, with two empty ports. Now suppose that 

rather than using the Broadband Service, each CLEC purchased and installed its own line 

Ameritech Illinois, Exhibit _ ( Keow). 
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1 card. In that case, serving the same 10 customers would require five line cards and 

2 consume live slots instead of three, and each slot would have two empty ports for a total 

3 of 10 empty ports, instead of two. It is readily apparent that the NGDLC would run out of 

4 line card slots more quickly, and situations could arise in which one CLEC would have 

5 filled all its cards and want to serve additional customers, but no more line card slots 

6 would be available, even though other CLECs had empty ports. 

7 My example assumed all 10 customers lived in the same SAI. If they were 

8 divided among different SAIs served by the same RT, the capacity loss wouId be even 

9 greater, because the same line card cannot serve customers in different 5%. 

10 This inefficient use of the line cards translates to increased capacity cost. From a 

11 statistical standpoint, the same capacity investment would typically be capable of serving 

12 fewer customers. The more CLECs there are in the RT, the greater the inefficiency, and 

13 the greater the additional cost per customer. 

14 Q. 

15 A. 

I6 

I7 

I8 

I9 

20 

21 

22 

23 

What other sorts of costs are caused by the unbundling requirement? 

The PVP unbundling requirement opens the door to the strategy I described earlier, in 

which CLECs co-opt much or all of the available capacity in order to provide alternative, 

bandwidth-hogging services for high-end customers. It would require only three CLECs 

pursuing this strategy, or one CLEC purchasing all the PVPs, to co-opt the entire DSL 

capacity of an NGDLC in an RT, potentially depriving any mass market customers served 

by that RT of access to ADSL services under the Project Pronto architecture. In that case, 

for Ameritech Illinois to fultill its business plan to bring ADSL services to those 

customers, it would have to replicate most or all of the entire Project Pronto investment. 

Mr. Keown estimates the cost of such an undertaking in his testimony.@ 

Ameritech Illinois, Exhibit _ ( Keown). 
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What other sorts of costs are imposed by the unbundling requirement? 

A third category of costs associated with the Commission’s unbundling requirement is the 

cost required to develop Operations Support Systems (“OSS”) and back office systems to 

manage, track, inventory, repair, and maintain the unbundled elements. 

What is the magnitude of these costs? 

Mr. Waken details the modifications to the back offlice systems that may be required to 

maintain other CLECs’ equipment. He estimates that these back ofice systems costs 

would be on the order of $95 million to $132 million. This estimate does not include 

costs to modify the CLEC interfaces (OSS systems), which would clearly impose 

additional costs.6’ It was originally anticipated that the Project Pronto investment in 

Illinois would have been $519 million. Taken in the context of the $5 19 million, just this 

anticipated extra cost for modifying the back office systems amounts to an increase of 

between 17 and 28 percent over the initial planned investment. 

How should these back office costs he recovered? 

From a cost-causation standpoint, the costs of the back offlice systems to implement 

unbundling should be recovered from the carriers who order these unbundled elements. 

To the extent, for example, that a carrier were to order the wholesale Broadband Service, 

that carrier should not be burdened with the recovery of the back office costs incurred to 

provision the “Project Pronto UNEs” or “collocated” line cards. 

How should the costs caused by inefficient use of the capacity due to unbundling be 
recovered? 

The costs of the capacity of the NGDLC that becomes unavailable when a CLEC uses a 

slot should be recovered from the CLEC purchasing the line card (or use of the slot). 

That is, because the CLEC that purchases the line card slot from Ameritech Illinois would 

Amwitech Illinois, Exhibit _ (Waken). 
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I deprive all other CLECs from using the 4 ports associated with that slot, and would 

2 deprive Ameritech Illinois from selling its wholesale Broadband Service over those 4 

3 ports, the cost-based rate should reflect the entire lost capacity, regardless of how many of 

4 the ports the purchasing CLEC chooses to use. The cost of this capacity should also 

5 reflect the fact that due to the unbundling requirements, the expected capacity utilization 

6 (or till factor) would be lower for the system overall. 
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19 

20 

In addition, this inefficiency would spill over to the wholesale Broadband Service 

as well, and cause higher costs of selling that service. The reason is that, as I explained 

earlier, the use of the channel bank (or “CBA”) for “collocating” line cards renders the 

entire CBA less efficient or, put differently, the CBA has less effective capacity in a 

setting in which such “collocation” is required. Hence, the effective cost of using one 

port is higher in that setting or, again, the usable fill factor of the system is lower. For 

example, if a CBA has 190 usable ports (85% of 224, assuming 34 are required for 

administration and testing purposes) when no unbundling is permitted, then each end-user 

DSL service order “costs,” or deprives others of, 11190” of the CBA capacity. However, 

if the effective availability of the CBA is only 173 ports (assuming for purposes of the 

example that 9 percent of the ports become “wasted” due to the inefficiency I explained 

earlier), then each end-user DSL service order “costs” more - 1/1731d of the capacity of 

the CBA. Hence, even though the inefficient use of the CBA is not “caused” by the 

wholesale Broadband Service, the effective cost of the wholesale Broadband Service 

21 rises. 

22 Q. What is the impact of these costs on competition? 

23 A. There are two effects. First, they disadvantage DSL providers using these DSL UNEs 

24 relative to other DSL providers. As a result, Ameritech Illinois’ investment in 

25 provisioning Project Pronto DSL “unbundling” may never be recovered at all. Second, 

26 they disadvantage DSL relative to competitive broadband service technologies, the most 
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I important of which is cable. As a result, they serve to increasingly entrench cable as the 

2 dominant technology for providing high-speed Internet access to the mass market. 
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Please explain the first effect of the costs of unbundling on competition in the 
broadband market. 

Consider a DSL CLEC that wishes to provide ADSL service by purchasing and installing 

an unbundled ADLU card. Such a CLEC should, if prices are cost-based, bear the per- 

unit share of the additional back o&e systems and OSS costs, as well as capacity costs 

for 4 ports, and a share of the inefficiency costs (lower effective till factors of the 

NGDLC system) caused by unbundling. DSL providers who offer ADSL service via the 

wholesale Broadband Service would not bear the additional costs of back office systems 

and OSS systems and would pay only for the ports they use (albeit at a higher per port 

price than would exist if no line card “collocation/unbundling” were required). As I 

indicated above, the back offtce systems and OSS costs alone could be substantial. 

Hence, DSL Service providers using the Project Pronto DSL architecture would, properly, 

bear costs that their direct competitors would not. This would put them at a disadvantage 

relative to their competitors, who could profitably underprice them. The greater the 

disadvantage, the fewer lines these DSL service providers are likely to sell. Moreover, if 

Ameritech Illinois properly accounts for this effect in its demand estimates, it will realize 

that it must spread the additional back office systems and OSS costs over a relatively 

small number of lines, which will increase the cost per line even more, which will result 

in yet greater disadvantage and, potentially, yet fewer lines sold. In the end, Project 

Pronto UNE-based DSL providers would find it difficult or impossible to compete, and 

Ameritech Illinois would have incurred a multi-million dollar sunk investment with no 

ability to recover it at all. This prospect would certainly chill an investor’s desire to risk 

her capital in the project to begin with 
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1 Q. Please explain the second effect of the costs of the Commission’s unbundling 
2 requirement on competition in the broadband market. 

3 A. As I explained in Section II, DSL competes directly with cable modem service in the 

4 mass market for high-speed Internet access. Indeed, as I explained, cable modem 

5 technology is the leading advanced services technology in the market today, and there are 

6 substantial first mover advantages in the market because of the reluctance of consumers 

7 to switch technologies once they already have one. While DSL may have some native 

8 advantages over cable modem service in some respects, it has an uphill fight in the 

9 market at the moment because of the native advantages of cable modem service over DSL 

10 in other respects that I have described, the head start that cable modem service has had in 

11 the market, and the favorable regulatory treatment of cable modem service relative to 

I2 DSL. Any costs that are imposed only on DSL and not on other technologies are 

13 inevitably and unambiguously going to disadvantage all DSL providers, and DSL as a 

14 technology, in competition with those other technologies. Currently, as I have shown, 

15 DSL service prices are somewhat higher than cable modem service prices. I believe that 

16 to compete, DSL providers will have to fmd ways to decrease prices. If Project Pronto- 

17 based DSL providers must instead significantly increase their retail prices in order to 

I8 cover the additional costs imposed by the unbundling requirement, they will simply lose 

I9 footing and lose business to the cable modem, satellite, and other technologies. The 

20 result will not be increased DSL competition, as the Commission presumably intends, but 

21 rather, it will be decreased competition in the market for high-speed Internet access. 

22 Cable modem service will become further entrenched as the dominant technology for 

23 high speed Internet access. From the consumers’ perspective, instead of having a choice 

24 of at least hvo technologies, cable modem service and DSL, and having a choice of 

25 multiple DSL providers (from carriers using the wholesale Broadband Service offering or 

26 providing DSL service using their own DSLAMs and conventional LINES), consumers 
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I will have access only to cable modem service, and perhaps some of the fringe 

2 technologies such as satellite, to choose from. 

3 
4 
5 

Q. In addition to the two reasons you have discussed, are there any other reasons that 
SBC might reasonably decide not to deploy Pronto in Illinois under the 
circumstances? 

6 A. 

7 

8 

9 

IO 

II 

I2 

13 

Yes. While LJNEs are required to be priced at TELRIC-based rates, a rational firm would 

be concerned that the prices that are ultimately ordered by the Commission would not be 

truly cost-based. There is a risk that the rates that would ultimately be ordered are not 

even sufficient to recover the forward looking, long run cost of the assets, let alone their 

opportunity cost. The prospect of recovering only one’s costs of making a risky 

investment would be sufficient to chill much private investment, but the prospect of not 

even recovering one’s costs would certainly discourage a company from making the 

investment to begin with. 

14 

I5 IV. THE COMMISSION’S DECISION TO SET THE MONTHLY HFPL UNE RATE 

I6 AT $0 IS POOR ECONOMIC POLICY 

17 
18 

I9 
20 
21 
22 
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24 
25 

26 

Q. Commissioner Squires has requested that all parties in this proceeding respond to 
the following question: 

14. Please respond to the following regarding a $0 rate for the HFPL: 
A) Is there a workable solution to reduce the network access line rate 

paid by a voice customer to Ameritech-Illinois when the CLEC 
provides data over the HFPL? If so, please describe. If not, is 
there an alternative method the ICC can use to ensure that 
Ameritech-Illinois is not afforded a windfall if a non-zero rate is 
established for the HFPL? 

Would you please respond? 

27 A. 

28 

29 

Yes. In my opinion it is unnecessary to establish an accounting-type reconciliation of 

revenues so that Ameritech Illinois does not get a “windfall” from revenues from the 

HFPL. The reason is that there is an alternative mechanism already in place to discipline 
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1 Ameritech Illinois namely, the poweri% arbitrage opportunities afforded CLECs by 

2 access to UNE loops. In fact, a “windfall” opportunity is actually created for CLECs by 

3 pricing the HFPL above zero. 

4 Q. 
5 
6 

1 A. 

8 

9 

10 

II 

12 

The HFPL is a new UNE offered by Ameritech Illinois. Won’t all of the revenue 
generated by an HFPL UNE rate greater than $0 be incremental to the existing 
retail revenues associated with the local loop? 

No, it will not. Although the HFPL is a new UNE, in many cases it will replace the use 

of current elements or services. For example, many ILEC customers currently maintain a 

second line for the sole purpose of providing access to the Internet by dial-up modem. 

The HFPL allows a CLEC to provide much faster Internet access and at the same time 

eliminates the need for a second line. Revenues from the HFPL will therefore be offset 

by an associated loss of revenue resulting from the decrease in demand for second lines. 

13 Q. Aside from the offset from lost sales of second lines, will not revenues from HFPL be 
14 a windfall for Ameritech Illinois? 

IS A. No. Establishing a non-zero price for the HFPL creates profit opportunities for CLECs 

16 that will erode any “windfall.” 

17 Q. 

18 A. 

19 

20 

21 

22 

23 

24 

25 

Please explain. 

Let us assume, for purposes of exposition, that an HFPL rate is set at 50 percent of the 

UNE loop rate. In this scenario, we will assume that the UNE loop rate is $10 per month, 

which implies that the HFPL rate equals $5 per month. In addition, let us assume that the 

retail local service rate is $15 per month and that this rate covers Ameritech Illinois’ 

incremental cost of providing retail voice service. Hence, the non-loop costs are no more 

than $5 ($15 - $10). Finally, let us assume that the market price for broadband services, 

such as ADSL, is $50 per month. The Commission’s concern is, presumably, that before 

the HFPL offering, Ameritech Illinois was receiving $15 for retail voice service, and now 
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I it could receive $20 ($15 for the voice service, plus $5 for the HFPL from a CLEC 

2 offering DSL to the customer over the same line). 

8 

9 

IO 

I1 

12 

13 

This creates an obvious profit opportunity for the CLEC, however. The CLEC 

could purchase the entire loop for $10, and provide both voice and ADSL service to the 

customer, with incremental revenue from the voice service of up to $15. Relative to 

purchasing the HFPL at $5, the CLEC’s incremental cost of providing the voice service 

would be only $5 plus the non-loop costs. If the CLEC were equally efficient as 

Ameritech Illinois, those costs would be no more than $5, leaving another $5 of 

contriburion orprofitfor the CLEC. The supposed windfall for Ameritech Illinois has 

turned into a windfall ofprofit for the CLEC. Indeed, even a substantially less effxient 

CLEC has a profit opportunity. If the CLEC’s non-loop costs of providing voice service 

were, say, $8, the CLEC could still undercut Ameritech Illinois (offer a voice service 

price of. say, $14) and still earn a profit ($1 per line in my example). 

14 The likely result is that either the CLECs would attract the entire customer 

IS relationship away from Ameritech Illinois by offering a package of voice and data, or 

16 Ameritech Illinois would have to compete by decreasing the price of voice service to 

I7 customers buying ADSL service. Either way, Ameritech Illinois is deprived of any 

18 windfall. 

19 Q. Does this conclude your direct testimony on rehearing? 

20 A. Yes, it does. 
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Representative (USTR) with the Government of Mexico before the World Trade 



Organization (WTO) regarding barriers to competition in Mexico’s telecommunications 
market, analyzed regulated switched access rates in the US. in comparison with those 
charged by Telma, November 2000. 

For Southwestern Bell Telephone of Texas, Declaration of Debra J. Aron, analyzed 
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